Special Attention of: NOTI CE PI H 96- 25(1 HA)
| ssued: May 7, 1996
| ndi an Housi ng Aut horities; Expires: My 31, 1997
Admni strators, Ofices of
Native Anerican Prograns

I ndi an Housi ng Honeowner shi p Prograns - Loan

For gi veness, Establishnent of Repl acenent Reserves
and Use of Excess Residual Receipts, Operating
Reserves and Proceeds fromthe Sal e of Homeowner shi p
Units

1. Purpose. The procedures and gui dance for the inplenentation
of Loan Forgi veness were contained in the Indian Housi ng
Fi nanci al Managenent Qui debook, 7470.1 REV-1. A transmttal
i ssued on January 13, 1995 cancell ed this handbook. This
Noti ce provi des procedures to inplenment Loan Forgi veness as
it pertains to the Mitual Self Help Program (A d Mitua
Hel p), the Miutual Hel p Honeownershi p Qoportunity Program
(New Mutual Hel p) and the Turnkey |11 Homeowner ship
Qoportunity Program (Turnkey 111). 1t also provides
guidance to the Ofices of Native Anerican Prograns (CONAP)
and I ndi an Housing Authorities (I1HA) on howto establish a
Repl acenent Reserve, howto retain or obtain a refund of
Excess Residual Receipts, (perating Reserves and/ or Proceeds
fromthe Sal e of Homeownership Units and the eligible uses
of these funds.

2. Background . This Notice inplenments the provisions of
Section 3004 of the Housing and Community Devel oprent
Reconci | i ati on Arendnents of 1985, (the Amendnents) P.L. 99-
272 (April 7, 1986), which anends Section 4 of the United
States Housing Act of 1937 (the 1937 Act). The amendnents
aut hori zed the Secretary of HUID to forgive outstanding
principal and interest on | oans nmade by the Secretary to
Publ i ¢ Housi ng Agenci es and | ndi an Housi ng Authorities
(I'HAs) and to cancel the terns of any contract w th respect
to repaynment. Loan forgiveness permtted under the
amendnents shall not apply to any | oan for which the
repayment was not to be nade using debt service annual
contributions or to any loan for which all or part of the
proceeds are due an IHA fromcontractors or others.




This Notice al so anends the Low Rent Accounti ng Qui debook
7510.1, to facilitate the inplenentation of |oan forgiveness
t hrough revi sed and new accounting procedures (See

Appendi x A)

Definitions .

A

ACC Use Anendnent : An anendnent to the Annual
Contribution Contract (ACC) which revises an |HA' s
contractual obligation under existing ACCs to permt
specified uses of and/or the transfer of Excess

Resi dual Recei pts, Qperating Reserves, and Proceeds
fromthe Sal e of Homeownership Units between ACCs.

Admnistrative Use Agreenent : A contractual agreenent,
inlieu of an ACC, between the Departnent of Housing

and W ban Devel oprent (HUD) and an | HA that descri bes
how Proceeds fromthe Sal e of Homeownership Units shall
be used.

Consol i dated Annual Contributions Contract - (Form HJD-

53012A and 53012B) : A new streantined annual
contribution contract that is intended to repl ace the
nmost recent ACO(s) and any anendnents to the ACC
execut ed between HUD and the IHAs with respect to | ow
rent and homeownershi p projects.

Qunul ati ve Residual Receipts (A d Mitual Hel p) . The
cunul ati ve amount of operating receipts that exceeds
operati ng expendi tures which would in the absence of a
Repl acenent Reserve be used for the paynent of
operating expenditures in a subsequent fiscal year, or
in the absence of a Consolidated ACC, be remtted to
HUD for the application to debt retirenent as provided
inthe contract with HUID. Note: The Indian Housing
Programis Final Rule issued April 10, 1995, elim nated
maxi num operating reserves and the requirenent to remt
resi dual receipts to HUD.

Excess Residual Receipts (Turnkey 111) : The anount of
residual receipts fromoperations in excess of the
amount needed for the paynment of operating expenditures
whi ch woul d, in the absence of a Repl acenent Reserve,

i ncrease the (perating Reserve account. Note: The

| ndi an Housi ng Programis Final Rule issued April 10,




1995, elim nated nmaxi numoperating reserves and the
requirenent to remt residual receipts to HUD.



F. Loan Forgiveness ACC Anendnent : An anendnent to the
ACC that revises an |HA' s contractual obligations under
existing ACCs to return Excess Residual Receipts,
Qperati ng Reserves, and Proceeds fromthe Sal e of
Homeownership Units to HUD. Execution of the
Consol i dated ACC, form HUD-53012A and form HUD- 53012B
dated July 1995, by the IHAw Il elimnate the need for
execution of |oan forgi veness ACC anendnents form HUD
53010- R and 53010- S.

G Qoerating Reserve : The cunul ative anmount of operating
recei pts whi ch exceed operati ng expenditures. For
purposes of this Chapter, the term"(perating Reserve"
i ncl udes the bal ance of residual receipts (Account
2815) for Ad Mitual Help. Operating Reserves, for any
honmeowner ship program are not eligible for retention
in a Replacenent Reserve until all honeownership units
in an ACC are conveyed.

H Proceeds fromthe Sale of Honeownership Units . Anounts
paid by a honebuyer famly to the IHA for acquiring
ownership of a unit.

Repl acenent Reserve : An account consisting of Residual
Recei pts, Qperating Reserves or Proceeds fromthe Sale
of Honeownership Units. Funds fromthe Repl acenent
Reserve nmay be used in accordance with the ACC Use
Amendnment or an Admnistrative Use Agreenent.

J. Resi dual Receipts : The amount by which the aggregate
operating receipts of all projects for the fiscal year
exceed the aggregate operating expenditures. Note:

The I ndi an Housing Prograns's Final Rule issued April
19, 1995, elimnated maxi mum operating reserves and the
requirenent to remt residual receipts to HUD.

K. Use Plan: A plan proposed by an | HA for use of
Resi dual Receipts, Qperating Reserves and/or Proceeds
fromthe Sal e of Homeownership Units. The Use Pl an
must be submtted with any request for an ACC Use
Amendnent and/ or Adm ni strative Use Agreenent.

Procedures to | npl enent Loan Forgi veness

A Determine Loans Eligible for Loan Forgi veness




1. Forgiveness is limted to | oans held by HID that
were to be repaid after April 7, 1986, using
annual contributions. Forgiveness does not extend
to loans financed through the sale of bonds, notes

sold to the Federal Financing Bank, |IHA notes to
HD (e.qg., prelimnary |oans, admnistrative

| oans, excess financing and any interest

associ ated with these loans) or the portion of

| oans hel d by HUD which were to be repaid using
equity due to an I HA from a honebuyer

2. The Departnent will systemcally inplenent |oan
forgi veness for honeownership projects based on
the amount of the loan to be repaid with annua
contributions and the anount of the | oan payable
with equity received fromthe honebuyer. The
amount of systematic |oan forgiveness for each
honmeownership project will be determned annually.

3. Hormeowner shi p devel opnents where conveyance i s not
based on the use of an anortization schedule (e.g.
AQd Mitual Help and Ad Turnkey II11), require a
current status of |oan forgiveness to determne
the appropriate date of conveyance. The
Headquarters ONAP has provided current Annua
Contribution Wrksheets to the ONAPs. [ HAs in
need of a worksheet shoul d contact their |oca
ONAP.

Funds Made Eliqgible for Retention by the Execution of
the Consolidated ACC or the Loan Forgi veness ACC
Anendnent .

1. Funds eligible for retention are: Excess Residua
Recei pts, (perating Reserves and Proceeds fromthe
Sal e of Honeownership Units, which were due to HID
fromApril 7, 1986 through the present for
repaynment of |oans eligible for |oan forgiveness.

2. The existing ACCs, prior to the Indian Housing
Programis Final Rule issued June 10, 1995, which
elimnated the nmaxi num operating reserve for
rental, Mutual Help and Turnkey |11l prograns and
the requirenent to remt residual receipts to HJUD,
requi re Excess Residual Receipts, Qperating
Reserves and Proceeds from Sal e of Honeowner ship
Units to be returned to HID. [ HAs nust execute a



Loan Forgi veness ACC Arendnent or Consol i dated ACC
in order to inplenment |oan forgiveness and
authorize the I1HA to retain Excess Residual

Recei pts, Qperating Reserves and Proceeds from

Sal e of Honmeownership Units in a Repl acenent

Reser ve.

An |1 HA nust execute a Consol i dated ACC or mnake
witten request to the ONAP for execution of a
Loan Forgi veness ACC Arendnent. The | HA nust
receive the fully executed Loan Forgi veness ACC
Amendnent or Consolidated ACC prior to retention
of funds eligible for Ioan forgiveness. Wen
requesting execution of the Loan Forgi veness ACC
Amendnent an | HA nust provide certification that

t he executed and audited ADCCs are on file with
the Ofice of Finance and Accounting (CFA). If an
| HA has requested Loan Forgi veness for any

devel opnent that does not have such ADCCs on file
with GFA, the request will not be approved.

The ONAP Admnistrator has the authority to
prepare and execute the Loan Forgi veness ACC
Amendnent or execute the Consolidated ACC
submtted by the IHA  Upon receipt of the IHA' s
request to execute the Loan Forgi veness ACC
Anendnent, the ONAP Admnistrator will:

a. prepare four original sets of the Loan
For gi veness ACC Anendnent (with the
concurrence of the Chief Counsel) and remt
themto the I HA for execution.

b. the IHA will execute the four original sets
of Loan Forgi veness ACC Arendnents and return
all of themto the ONAP.

C. Upon recei pt of the Loan Forgi veness ACC
Amendnent signed by the IHA the ONAP
Adm ni strator shall execute the Loan
For gi veness ACC Anendnent, retain one
original and distribute one original to each
of the follow ng:



1)

2)

3)

the O fice of Chief Counsel;

the O fice of Native Anerican Prograns,
and

the IHA initiating the | oan forgi veness
request .



d. Upon receipt of the IHA s request to execute
a Consol i dated ACC, the ONAP Adm ni strat or
wll followthe procedures outlined in Notice
Pl H 95-44, Consolidated Annual Contri butions
Contract, Form HUD-53012A and For m HUD-
53012B.

Upon receipt of the fully executed Loan

For gi veness ACC Anendnent or the Consolidated ACC
the I HA may inpl enent accounting procedures for

t he establishnent of Replacenment Reserves.
However, use of funds will not be authorized

wi t hout execution of either an ACC Use Anendnent
and/ or Admnistrative Use Agreenent. (See
Establ i shnent of Repl acenent Reserves Section 7)

If an IHA el ects not to execute a Loan Forgi veness
ACC Amendnent, HUD unilaterally has the authority
to cancel the loan. |If the |IHA does not execute a
Loan Forgi veness ACC Arendnent or Consol i dat ed
ACC, the IHA will remain bound under the

provi sions of the existing ACCs to return Excess
Resi dual Receipts, Qperating Reserves, and
Proceeds fromthe Sal e of Honmeownership Units to
HUD. Note: The Indian Housing Programis Fina
Rul e i ssued June 10, 1995, elimnated the nmaxi num
operating reserve for the rental and Turnkey |11
prograns and the requirenent to remt residua
receipts to HUD.

Whet her or not an IHA el ects to execute a Loan

For gi veness ACC Anendnent or the Consolidated ACC
the cancel l ation of principal and interest payment
wll not effect any other terns of conditions of
the ACC, which will remain in effect as if
cancel l ati on had not occurred, whether or not
operati ng subsi dies are received.

C Ref und Request s

1

Funds eligible for retention which were remtted
to HID fromApril 7, 1986, through the present are
eligible for refund. To request a refund, the

| HAs nust nmake a witten request to the | ocal ONAP
acconpani ed by the foll ow ng:



a. certification that the | HA has recei ved a
fully executed Loan Forgi veness ACC Arendnent
or Consol i dated ACC

b. an applicable fiscal year end Statenent of
Qperating Recei pts and Expendi tures, Form
HUD- 52599, which refl ects the anount
submtted to HUD, and

C. a copy of the proof of paynent such as a copy
of the front and back of the cancel ed check
or wre transfer paynent docunentati on.

2. Wthin 30 days fromrecei pt of the refund request
the ONAP will review and verify all refund
requests and for all verified and approved
requests, submt the material outlined in Section
4(0 (1) to Headquarters, Drector, Ofice of
Headquarters (perations, Ofice of Native Amrerican
Prograns, Departnent of Housing and U ban
Devel opnent. The O fice of Native Anerican
Prograns will forward all verified and approved
refund requests to the CFA

3. CFAw Il reviewthe request and if acceptabl e,
forward a refund directly to the IHA within 45
days fromthe day of receipt of the verified and
approved refund request fromthe ONAP. Use of
funds is not authorized w thout execution of
ei ther an ACC Use Anendnent and/or Adm nistrative
Use Agreenent. (See Section 4(E)(F))

4. Notification of the refund will also be sent to
the ONAP for their records.

5. Any refund request which cannot be verified by the
ONAP or is unacceptable to GFA will be returned to
the IHA with a statenment of deficiency.

D. Resi dent and Local or Tribal CGovernnent Consultation

1. | HAs i npl enenting | oan forgiveness and requesting
fund use under an ACC Use Anendnent or
Adm ni strative Use Agreenent shall consult with



their residents and any resident organizations
regardi ng use of retained funds and/ or refunded
f unds.

| HAs i npl enenting | oan forgiveness and requesting
fund use under an Admnistrative Use Agreenent

al so shall consult with their local or Tribal
governnent regardi ng the use of retained and/ or
ref unded funds.

The | HA may choose the type of method for
consultation with the residents and | ocal or
Tri bal Governnent, such as:

a. including the itemon the agenda of the
regul ar nmeeting of the Board of Conm ssioners
with notification to the residents and | ocal
or Tribal government if applicable;

b. calling a special neeting of the Board of
Comm ssioners for resident consultation and
| ocal or Tribal governnent, or

C. house to house canvassing of the devel opnents
for resident consultation.

E. Use of Funds Eligible for Retention by Loan Forgi veness

- ACC Use Anendnent

1

The Secretary has determ ned, under authority of
Section 6(e) of the Housing Act of 1937, that
Excess Residual Receipts and (perati ng Reserves
nmust be used specifically for nodernization

pur poses of | HA | owincone devel opnents. The | HA
does not have to incorporate the funds into a
Conpr ehensi ve | nprovenent Assi stance Program

(A AP) budget and/or Conprehensive G ant Program
plan to conply with this requirement. They can
incorporate the use of the funds in their
operati ng budget for purposes which wll reduce
t he need for nodernization funds.

Excess Residual Receipts and/or (perating Reserves
may be used for nodernization purposes in any
exi sting ACC, however, funds derived from



perati ng Reserves may not be used until al
homeowner ship units in the ACC have been conveyed.

Proceeds fromthe Sal e of Homeownership Units nay
be used for any programmati c operating expense in
any existing ACC. Funds derived fromthis source
may be used imredi ately upon execution of the Loan
For gi veness ACC Anendnent or Consol i dated ACC and
t he ACC Use Anendnent.

Prior to fund use in accordance with this Section
4(B), an IHA nust have received a fully executed
Loan Forgi veness ACC Anendnent or Consol i dated ACC
and received a fully executed ACC Use Anendnent.

Wien requesting the execution of an ACC Use
Amendnent, an | HA nust provide the foll ow ng:

a. Use Plan for the funds;

b. docunent ati on supporting the use of funds
described in the Use Pl an, including
estimates of the cost of the nodernization
program s revi sed operating budgets,

Conpr ehensi ve | nprovenent Assi stance Program
(A AP) budgets and/ or Conprehensi ve G ant
Program pl an reflecting fund use, etc.; and

C. evidence that the IHA has consulted with its
resi dents regarding fund use.

Use of Funds Eligible for Retention by Loan Forgi veness

- Admnistrative Use Agreenent

1

Proceeds fromthe Sal e of Homeownership Units can
be used for any | owincone housi ng approved by
HUD, including |ocally sponsored and directed
homeowner ship projects. An Admnistrative Use
Agreenent for Proceeds of Sal es of Homeownership
Projects nust be executed for such purposes. HUD
wll not be obligated to provide any financial or
ot her assi stance on housi ng devel oped or operated
pursuant to a |ocal plan.

Prior to fund use in accordance with this Section
4(BF), an IHA nust have received a fully executed
Loan Forgi veness ACC Arendnent or Consol i dated ACC
and requested and received a fully executed



Admni strative Use Agreenent. Wen requesting
the execution of an Admnistrative Use Agreenent,
an | HA nust provide the follow ng:

a.

Use Plan for the funds, in the fornat
provided in Part 11 of the HUD 53010-T,
Admni strative Use Agreenent;

docunent ati on supporting the use of funds
described in the Use Pl an, including
estimates of the cost of the proposed use
plan, original or revised operating budgets,
noder ni zati on program budgets reflecting fund
use, etc.



3.

5. Appr oval

C. all of the information necessary to conplete
Part | of the HUD-53010-T, Admnistrative Use
Agr eenent; and

d. evidence that the IHA has consulted with its
residents and | ocal or tribal governnent
regardi ng fund use.

| HAs i npl enenting | oan forgiveness and requesting
fund use as outlined in an Admni strati ve Use
Agreement nust consult with their residents and

| ocal or Tribal governnent regardi ng fund use.
The consul tati on shoul d consi st of the sane
criteria as outlined in Section D, Resident and
Local or Tribal Government Consultation.

of Loan Forgi veness Contractual Docunents

A ACC Use Anendnent and/or Adm nistrative Use Agreenent

Preparation .

1.

The ONAP Admni strator has the authority to
prepare and execute the ACC Use Amendnents and
Adm ni strative Use Agreenents.

Wthin 45 cal endar days of the date of HUD s
receipt of the IHA s request to execute an ACC Use
Amendnent and/ or Adm ni strative Use Agreenent, the
ONAP wi Il review and approve or di sapprove the
request. Upon approving the request, the ONAP

w |l prepare the necessary contractual docunents
providing four original sets of all forns to be
executed. The ONAP Admnistrator will issue a
letter informng the IHA of the approval of the
ACC Use Anendnent and/or Admnistrative Use
Agreenent request and Use Plan contained there in.
The approval letter shoul d:

a. identify all pertinent information regarding
the fund use approval, e.g., identify the
type of devel opnent (A d Mitual Hel p, New
Mitual Help, Turnkey II11), the devel opnent
nunbers and the type of funds to be retained
and used,

b. state that the IHA' s plan for use of Excess

10



6.

Resi dual Recei pts, Qperating Reserves and/or
Proceeds from Sal e of Honeownership Units
nmeets program standards for HUD approval ; and

C. provide instructions to the IHA on the
execution of the ACC Use Anendnent and/or the
Adm ni strative Use Agreenent. These
docunments are to be executed in four
originals sets and returned to the ONAP.

3. The Chi ef Counsel shall concur on all anendnents
to the ACC and the Adm nistrative Use Agreenent.

4, Upon recei pt of the signed Arendnent (s) and/ or
Agreenent fromthe | HA the ONAP Adm ni strator
shal | execute the Amendnent (s) and/or Agreenent,
retain one original and distribute one original to
each of the follow ng:

a. the Ofice of Chief Counsel;
b. the O fice of Native Anerican Prograns, and

C. the IHA initiating the | oan forgi veness
request .

Changes and Additions to the Use Pl an

A

Any change in the work to be acconplished in the Use
Plan or in an increased anmount of funds to be used for
the Use Plan nust be submtted to the ONAP with a
request for review and approval prior to performng the
addi tional work. Upon approval by the ONAP, an
amendnent to the ACC Use Anendnent and/or

Admni strative Use Agreenent will be executed to

i ncl ude the requested Use Pl an change or increased fund
use. Section 4 (E)(F) provides procedures for

requesti ng execution of an ACC Use Anendnent and/or an
amendnent to the Admnistrative Use Agreenent.

Upon receipt of the IHA s request for approval of
change(s) or addition(s) to the ACC Use Amendment

and/ or Admnistrative Use Agreenment, the ONAP will use
t he approval of |oan forgiveness contractual docunents
procedures provided in Section 5.



7. Est abl i shnent of Repl acenent Reserves

A Eligibility to establish a Repl acenent Reserve from
funds derived from Excess Residual Receipts, Qperating
Reserves, and/or Proceeds fromthe Sal e of



8.

Honmeownership Units is limted to those IHAs that are
not receiving debt service annual contributions and
have received a fully executed Loan Forgi veness ACC
Amendnent or Consol i dated ACC

Accounting instructions for the establishnent of
Repl acenent Reserves are attached as Appendi x A

Loan Forgi veness Contractual Forns and Their Use

A

In order to inplenent |oan forgiveness, the applicable
Loan Forgi veness ACC Anendnent or Consol i dated ACC nust
be executed. |In addition, depending on the proposed
use of the funds, one of the ACC Use Amrendnents or the
Admni strative Use Agreenent will be required to be
executed. The contractual forns |isted below are the
docunents to be executed as part of the | oan

f orgi veness process.

1. The Mutual Hel p Loan Forgi veness ACC Arendnent
(HUD-53010-R) . This formanends the Mitual Help
ACC to permt IHAs to, anong other things, retain
Excess Residual Receipts, (perating Reserves and
Proceeds fromthe Sal e of Homeownership Units. It
also allows the IHA to deposit proceeds fromthe
sal e of homeownership units into a repl acenent
reserve

2. The Turnkey 111 Loan Forgi veness ACC Arendnent
(HUD-53010-S) . This formanends the Consol i dat ed
ACC to permt IHAs to, anong other things, retain
residual receipts, operating reserves and proceeds
fromthe sal e of homeownership units. It also
allows the IHA to deposit proceeds fromthe sale
of honeownership units into a replacenent reserve.

3. The Consolidated ACC (HUD 53012A and 53012B)
This formstreanmines the ACC and is intended to
repl ace the nost recent Consolidated ACC. Loan
For gi veness provi sions are autonatically
i npl emrent ed upon execution of this form

4. The ACC ke Anendnent for ©Mderni zati on (HUD-
53010-U) . This formamends the Consolidated or
Mitual Help ACCs to permt funds in the
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repl acenent reserve to be used in the originating
ACC or transferred to another existing ACC for
nmoder ni zat i on pur poses.

5. The ACC Use Anendnent for Proceeds of Sale (HUD-

53010-V) . This formanends the Consol i dated or
Mitual Help ACCs to permt use of Proceeds from
the Sal e of Homeownership Units for operating
costs associ ated with devel opnents in the existing
ACC or to transfer the funds to anot her existing
ACC for operating costs associated with

devel opnent funds.

6. The Administrative Use Agreenent (HJUD 53010-T)
This formauthorizes an |HA to use Proceeds from
the Sal e of Homeownership Units deposited in the
repl acenent reserve for specific purposes outlined
inthe IHA s Use Plan, which is incorporated into
this Agreenent. Part | of the Agreenent sets
forth the mninmumrequirenents for the use of the
funds. Part Il of the Agreenent consists of the
IHA's Use Plan. The Use Plan (Part 11) nust be
reviewed for conpliance with the boilerplate
requirenents in Part |

Note: The HUD Forns, 53010 and 53012 series, nay
be obtained fromthe | ocal QONAP

G ant Funded Projects . Projects funded by grants are not
subject to the |oan forgiveness provisions. |HAs are not
required to execute any of the ACC Anendnents to retain
residual receipts, operating reserves and/or proceeds from
the sal e of honeownership units. However, the establishment
of a Repl acenent Reserve for the proceeds and use of
proceeds i s governed by the requirenents and procedures in
this notice.

_Isl/
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Kevi n Emanuel Mar chman

Deputy Assistant Secretary for
D stressed and Troubl ed

Housi ng Recovery



